Contents at a Glance

JOEFOAUCEION ......eeeeeeeeeeeeeaeaeeeeeeeeennnnnasssesesesnnnnnnssssseeesssnnnnssseeeeees ]

Part I: Business Accounting Basics...............cccoeeeceeeiceecareeeicreeaassd

Chapter 1: Elements of Business ACCOUNTING .........ccccvuirieiieriieiiieiiciectectest ettt aesaaeseseeees 7
Chapter 2: Financial Effects of Transactions ...........cccoeivirieieiienieneneeeeceteeee et 27
Chapter 3: Getting Started in the Bookkeeping CycCle ........cccccovivviiniiniieniiniiieececeeese et 47
Chapter 4: The Bookkeeping Cycle: Adjusting and Closing Entries .........ccccoceveeverviinniinniensienieennenne 75

Part lI: Preparing Financial Statements...............cccceeceeeceeeeiecnae 97

Chapter 5: The Effects and Reporting of Profit ............cccooeeiiiiiiiiiiiieiecccteeeecie e 99
Chapter 6: Reporting Financial Condition in the Balance Sheet ...........cocooviviriiiinininiieeeee, 119
Chapter 7: Coupling the Income Statement and Balance Sheet ...........cccccoovieviininiiniiniiniiniieeen, 143
Chapter 8: Reporting Cash Flows and Changes in Owners’ EQUItY ........cccccevvivvervencieniieniieneinieenen. 159
Chapter 9: Choosing Accounting Methods ..........ccccveiieiiinieiiiiiiciececeee ettt ae e saeeaees 177

Part I1I: Managerial, Manufacturing, and Capital Accounting .....201

Chapter 10: Analyzing Profit BEhaVIOT ........cccocoiiiiiiiiiiiiie s 203
Chapter 11: Manufacturing Cost ACCOUNEING........cc.iiviiiiiriiriiiiiiiieeietet ettt sttt 229
Chapter 12: Figuring Out Interest and Return on Investment ...........ccccoocvevieniinenninnenienieneeeeeen 259
Part [U: The Part of Tens.........cccoueeeceeeicreccaeeesaseessseeesescessseeeseees 287
Chapter 13: Ten Things You Should Know About Business Financial Statements .......................... 289
Chapter 14: A Ten-Point Checklist for Management Accountants ..........cocceceeveeeeerienieneneneneeeeeene. 295

JOACK ....nnneeeeeeeeeeeeeeeeeeeeieaaaaaeaeaeaaaaaaaanannnnnssssseeeeeeeeeessassesseeacasead 0]






Table of Contents

JHEPOAUCEION ....eeeeeeeeeeeeeeeaaeeeeeennaaeeeeennnasaeesnnnssaeessnnnsseessnnssseeennnnss ]

ADOUL ThiS BOOK.......iiiiiiiiiieieitete ettt sttt et ettt s s 1
FOOliSh ASSUIMPLIONS ....oviiiiiiieieieee ettt ettt ettt eeas 2
How This BOOK IS Organized...........cccecueeieeiiiienieceeieeieeieete et e e e ee e sse e eteesessaessaasseas 2
Part I: Business Accounting BasiCs ........ccocevieriinienienieiicieciecrceeeee e 3
Part II: Preparing Financial Statements ..........c.ccccvevieveiciiniiinnienienieneeeeeeeeeee e 3
Part IIl: Managerial, Manufacturing, and Capital Accounting............cccceevvervuercuennnne. 3
Part I[V: The Part of TENS ......cooiiriiiiiiinieeeetteteteeeeee ettt ettt 3
Icons Used In This BOOK.....cccoiiiiiiiiiieetetee ettt sttt 3
Where t0 GO from HETE........cc.oouiiiiiiiiie et 4

Part I: Business Acconnting Basics ..............ccceeiceeeceeiceesieeeiceecaecssd

Chapter 1: Elements of Business ACCOUNLING ..........cccocremereureseresessssessesessesesessesesessenss 7
Keeping the Accounting Equation in Balance ............ccccoveeoiieiiieii e 7
Distinguishing Between Cash- and Accrual-Basis Accounting...........cccoeceveeevienienenenennnns 10
Summarizing Profit Activities in the Income (Profit & Loss) Statement.............cccccueunen. 13
Assembling a BalancCe SHEet ........ccoouiiiiiiiiiiiiiececctcee ettt 15
Partitioning the Statement of Cash FIOWS.......c..coceeviiiiiiiiniiniiceececesee e 17
Tracing How Dishonest Accounting Distorts Financial Statements...........cc.cccccecenenennene 19
Answers to Problems on Elements of Business Accounting ..........cccccccvevevveviienieecieennen. 21

Chapter 2: Financial Effects of Transactions...........cccoecovrencssescscsencssssescssssessssesssssseens 21
Classifying Business TranSacCtions..........ccccecuievuieeiieiieeiiieciicieeeese et et e e ae e e sseeseennas 27
Seeing Both Sides of Business Transactions ...........coceeeviririierierenenenceeeee e 30
Concentrating On SAIES..........ccveciieiiiiiiieieeee ettt sttt e e saeebeesbesrbesraesseeseensas 33
Concentrating On EXPENSES ......cccccuiiiirienieiieieeeeseete et e e et esaeesaeeseesaesssessaesseesseenss 36
Determining the Composite Effect of Profit...........ccccoeeeviiniiniiniinienenceceeeeeseeseee 38
Answers to Problems on Financial Effects of Transactions .........ccccocceeceeviininninnenniennen. 42

Chapter 3: Getting Started in the Bookkeeping Cycle...........ccoonernreorencresnercrenerennes 47
Constructing the Chart of ACCOUNLES.......ccceoviiiiiiiiiiirinectce et 48
Distinguishing Real and Nominal ACCOUNES...........cccceeciieiieiieeieiieceeceeee et seeenns 50
Knowing Your Debits from YOur Credits .........coceeevuiririininieieieeneseeeecetete e 53
Making Original Journal ENtri€s........ccccceeviiiiiiiiiieniicie ettt s 56
Recording Revenue and INCOME..........coooiiiiiiiiiiiiiiieeeeteet ettt et 58
Recording EXpenses and LOSSES ........cccciviiriinieniiniiiieeieeieetestest et saeeee e stessaesnesanenne 61
Recording Set-Up and Follow-Up Transactions for Revenue and Expenses..................... 64
Recording Investing and Financing Transactions...........cccccccvevieeniiieecieccieeceeeee e 66
Answers to Problems on the Bookkeeping Cycle ...........cocoeiviiiviiiiinininicieereeeeeeeeen 68

Chapter 4: The Bookkeeping Cycle: Adjusting and Closing Entries ..........cccccceeevuunee. 75
Getting Accurate with Adjusting ENtries........ccocooieiiiiiiiiiniieeeeee e 75
Breaking Down the End-of-Year Adjusting Entries..........cccccceevieviinienienieceececieeeeeeeeeenne 78

Recording depreciation EXPENSE.........ccevviriereeieeniieiieeiieeieeteseesee e esseeseesaessnesenenns 78
Recording amortization EXPENSE ..........cevvveriirieniieniienieeieeie et esee et see e eae e 81
Recording other adjusting €ntries ..........coccoecieviinieniineniinieneeeeeee e 82
Closing the BOOKS 0N the YEar..........ccocvieiiiiiiiieiecectecteete ettt 85
Instituting Internal CONIOLS .........ccooiiiiiririeeeeee ettt 88

Answers to Problems on the Bookkeeping CycCle ..........cccoueeueeeiieciiiciiecienieneeseeeeieeie e 90



(/iii Accounting Workbook For Dummies

Part I1: Preparing Financial Statements.............c..ccoeeeereeiveecaeaaeee 97

Chapter 5: The Effects and Reporting of Profit.............ccoorrornesesrercsesnercssessescsessenns 99
Understanding the Nature of Profit .........ccccooceeiiriiniiiiiiiciececcesteeeeee e 99
Choosing the Income Statement FOrmat...........coceevirviiriiiniiinieniienieneeceieeie e 102
Deciding on Disclosure in the Income Statement ...........cccocevcienieniineinienienreeereeeeeeen 103
Examining How Sales and Expenses Change Assets and Liabilities...........ccccecveeveenenne. 105
Summing Up the Manifold Effects of Profit..........cccoceoeiiiinininineee e 109
Answers to Problems on the Effects and Reporting of Profit.........c.cccccoevevienienenciennnnnne. 113

Chapter 6: Reporting Financial Condition in the Balance Sheet..............cccecuu...... 119
Getting Started on the Balance Sheet...........ccovevieiiiiciiiiicieceecece e 119
Building a BalancCe St ...........ccveviieiiieiiiriiiiecieceetee ettt ste e aeseeens 122
Fleshing Out the Balance Sheet..........ccccvevveiiviiiiiicieiceereeee ettt 125
Clarifying the Values of Assets in Balance Sheets..........cccoccovvieniininninieniiinieniencerceens 130
Using the Balance Sheet in Business Valuation...........ccccoceverieninininieneneseseeeeeeeeenns 133
Answers to Problems on Reporting Financial Condition in the Balance Sheet ............. 135

Chapter 7: Coupling the Income Statement and Balance Sheet..............ccccoruunue.... 143
Rejoining the Income Statement and Balance Sheet ...........cccoecvvirieiieniineninencceeeeee, 143
Filling in Key Pieces of the Balance Sheet from the Income Statement .......................... 146
Putting Fixed Assets in the PICtUIE.........c.ccooiiiiiiiiiiiiicceetceeceee et 151
Completing the Balance Sheet with Debt and Equity.........cccccoovviniininneniiniiinienieeees 152
Answers to Problems on Coupling the Income Statement and Balance Sheet .............. 155

Chapter 8: Reporting Cash Flows and Changes in Owners’ Equity .........c.ccccecoruneeeee. 159
Figuring Profit from the Balance Sheet............ccovivieiecierieneieeceeeeee e 159
Reporting the Statement of Changes in Stockholders’ Equity .........cccccovevinircercincveenen. 162
Determining Cash Effect from Making Profit ...........cccccooevirinininiiiieeeeeeee 164
Presenting the Statement of Cash FIOWS.........cccciiviiiciiiiieiecececeeeee e 166

Reporting Cash FIOWS .......ccuoviiiiiiiieiiciecctct ettt s 167
Connecting Balance Sheet Changes with Cash Flows.........c.cccoceeviviiniiniienciineenen. 168
Answers for Problems on Reporting Cash Flows and Changes in Owners’ Equity ....... 172

Chapter 9: Choosing Accounting Methods ............cccocreorneresrenesensesessessssessesessesesesens 177
Getting Off t0 @ GOOA STATt.......cociiiiiiieiiieteeeecee et 177
Determining Whether Products Are Unique or Fungible...........cccocvvieivnineninieieieee, 181
Contrasting Cost of Goods Sold Expense Methods (for Fungible Products) ................. 181

Averaging things OUL ...........ccceeiiiiiiieicece ettt e ee et esbeenbeens 183
Going with the flow: The FIFO method...........ccoeovevieiieniinieeeeceeeeee e 185
Going against the flow: The LIFO method..........c.ccooevviiriiiniiiniiniiicieieeeeeeen 186
Appreciating Depreciation Methods...........ccoovveriiniiniiniiieeeeee e 188
Timing Bad Debts EXPENSE .......cooiiiiiiiiriiiiinieteeeeeeeeete ettt ettt s 190
Answers to Problems on Choosing Accounting Methods ..........cccocevievierinenencncenieens 194

Part III: Managerial, Manufacturing, and Capital Accounting......201

Chapter 10: Analyzing Profit Behavior ... sesesseseesens 203
Mapping Profit for MAnaAgGErS .........ccevverieriiinieiteiecieeie ettt ettt ettt saae e eseaenbeens 203
Analyzing Operating Profit.........ccoccooiiiiriiiiiiieeeee et 206

Analysis method #1: Contribution margin minus fixed costs..........ccccecevcvrrvruenne. 206
Analysis method #2: Excess over breakeven...........cccoocvevieeeiienieeiieciecieseeseeseeiens 207

Analysis method #3: Minimizing fixed costs per unit...........cccceeeveecverienieeneesencnnns 207



Table of Contents

Analyzing Return on Capital..........cooeiviiiiiiiinieieceeee et 210
Improving Profit Performance..........c.cccocooiiiiiniiiiieeeeeteeeeeeee et 213
SelliNg MOTE UNIES ...cccvieiiiiieiieiieceecie ettt ete ettt e st et e e e testeesae s e esseebaeseesaesseessennns 213
Improving margin PEer UMt .........ccooiiiiiiiiiiiiicieetee ettt 215
Making Trade-Offs Among Profit FACtOrS........cccecevviiriiiiiiniiicicececetcseeeeeee e 218
Answers to Problems on Analyzing Profit Behavior..........ccccoccovviniininniniininieieene, 220
Chapter 11: Manufacturing Cost ACCOUNLING ........c.ccoveeeererercrrensereasessesessessssessessssessenees 229
Minding Manufacturing COSES .......ccovvueriirieiiiriieieeieeterte sttt ettt see e eas 229
PrOAUCE COSES ...cniiniiiiiiiiciccee ettt 230
Period COSES ..ovimiiiiiii e 231
Separating period and Product COSS ........ceoviiriirieriieriieieeie et sae e 231
Taking a Short Tour of Manufacturing Entries ..........ccccceceeienviinieniinececieceeeeeeeeeen 233
Calculating Product Cost: Basic Methods and Problems ............ccccccevviiviiiniinienienennenns 237
Connecting fixed manufacturing overhead costs and production capacity......... 237
Boosting profit by boosting production............cccceeeevverviiniiniiniinieeeeeeeeeee 239
Calculating Product Cost in Unusual Situations ............cceeceeeeevieeiiiecieecieceeceeseeseecieenens 242
Answers to Problems on Manufacturing Cost Accounting..........ccceceeveeeienenenenenicnneennne 248
Chapter 12: Figuring Out Interest and Return on Investment.............ccccvrvererernrnnee. 259
Getting Down the Basics Of INterest ..........cooevinininiiieiieee e 259
Keeping it simple with simple interest ..........cccocvivviriieeienienieecececeeeeeeen 260
Distinguishing nominal and effective interest rates ...........cccccovvvevervinveenenciennenne. 262
DiSCOUNEING LIOANS ...cuviriiiiiiiiiieeiecece ettt sttt e a et saee e 264
Lifting the Veil on Compound INterest...........cooeevuiriiiriiiniiinieniiieeceeeeeee et 266
Borrowing and Investing in Installments ...........cccccoveeiiiiiniiniinienieeeeeeeeeeeeees 268
Paying Off @ LOAN ......ccueciiiiiiiiieccece et e 268
Investing in a retirement aCCOUNT .........coccieviiiieriericeee e 270
Measuring Return on Investment (ROL) .........ccceevuiriiiriiiiiiinieniciececeetesteseese e 272
Example 1: Steady income flow; liquidation value equals entry cost ................... 272
Example 2: Substantial cash flows each year .......c.ccoccoeviriiniiniinnnninieieeee 274
Example 3: Zero cash flow until final year ...........ccccoveveeeiiciiiciecieceeeeeeeeieee e 275
Example 4: Irregular cash flows, both positive and negative..............cccceveevenenee. 276
Example 5: Market value—driven investments.............cccocoeeeeeeeeeecieneneeeeeeeennnns 277
Answers to Problems on Interest and Return on Investment ..........cc.cccecevineninennennne 279

Part JU: The Part 0f TeNs .......ccccceeeeceeeiceeecaeeeseeesssecessseessseeesnees 287

Chapter 13: Ten Things You Should Know

About Business Financial Statements...............cccovvcerrenesnescnsssescsnssesssnssesssssssssssesssseseas 289
Rules and Standards Matter ...........cccooeeuieieieienieeeeeeee et 289
Exactitude Would Be Nice, but Estimates Are Key .........ccccceevvevienieneececciecieeieeeeseeeen 290
Financial Statements Fit Together Hand in GIOVE...........cccccveeiirieniinieecieeieeieeieeeeeeeen 290
Accrual Basis Is Used to Record Profit, Assets, and Liabilities...........ccccccovvvvvuvvreeeeennnnn. 291
Cash Flow Differs from Accrual Basis Profit.........cccceceeviiniininiiniiniiniinieicecceieeiee 291
Profit and Balance Sheet Values Can Be and Often Are Manipulated.............................. 292
Financial Statements May Be Revised Later to Correct Errors and Fraud ..................... 292
Some Asset Values Are Current, but Others May Be Old
Financial Statements Leave Interpretation to Readers..........cccccevveveeciieciieciencienceeneennen.
Financial Statements Tell the Story of a Business, Not Its Individual Shareowners .....294

Chapter 14: A Ten-Point Checklist for Management Accountants................cocensenne 295
Designing Internal Accounting REPOITS ........cccocviviiiiiiiiiiiiieniieiceececeee e 296

Helping Managers Understand Their Accounting Reports........c..cccceceevevenenenencnnnnnes 296



X

Accounting Workbook For Dummies

Involving Managers in Choosing Accounting Methods........c..coceviiniininiiniinnenieeneenen. 297
Designing Profit Performance Reports for Managers............ccoeceeeeeireierienenenenenceeenns 297
Designing Cash Flow Reports for Managers ..........cocceceeceevieniereniinenieieieneseseeeeeee e 298
Designing Management Control REPOTLS ........cccecieviieiiiiiieiiiiniiciece et 298
Developing Models for Management Decision-Making Analysis..........cccccocereneneenuennene 299
Working Closely With Managers in Planning..........cccccoeveeveeveniinienienienecneceeieeeeeeenee 299
Establishing and Enforcing Internal Controls............coceevervieniiiniiiniinenneneneeieeeeseeen 299
Keeping Up- to-Date on Accounting, Financial Reporting, and Tax Changes ................. 300

JRACK «..eeeeenneeeeeeeeeeeeeeeeeeeeeeeasaaaaeeeaaaaaasaaannnnsssssssssseseesssssssaeeaeeeaed 0]



